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Section |: Market Overview

Tawan isthe United States sfifth largest export market in the world for food and agriculturd products. In terms of per
capitafood imports from the United States, it ranks number onein Asa. Because of Taiwan'srelatively small
agriculturd sector, Taiwan's dependance on imports will continue to grow. Tawan's robust economy, continued
modernization, and increased adoption of American and western food tastes makes the country an extremely attractive
market for U.S. exporters. Unlike its neighbors, Taiwan was rdatively unscathed by the Asian economic crigs.

Tawan's retall, food service, and food processing are consolidating and modernizing in response to fierce competition.
Retail and food processing in particular are seeking to increase efficiency in sourcing and distribution of products. All
three sectors are looking for new products--either to import or devel op--in order to get aleg up on their competitors.
Magor export opportunities include: fresh fruit and vegetables, poultry, beef, wine, dairy products, snacks, fruit juices,
organic products, food ingredients, seafood, frozen products, and awide variety of speciaty food products.

Tawan isone of Adas most dynamic economies. An overal economic growth rate of 4.8 per cent was achieved in
1998 which, while quite acceptable by international standards, was the lowest in severd years. With the recovery of
exportsin thefirst haf of 1999, GDP is once again expected to rise above 5 per cent in the current year.

The total production value of the domestic food & beverage industry in 1998 amounted to NTD467 billion (USD14.6

billion), ranking it the fourth largest among manufacturing industries idand-wide. Projected annua growth for 1999 and
beyond is around 5 percent. Oriented primarily towards domestic sdes, the food industry consists of more than 5,000

manufacturing enterprises employing more than 120,000 persons.

Table: Output of Taiwan’sFood & Agriculture Industry (NT$Billions)

Sector 1997 1998 Growth Rate Forecast Growth Rate
1997/98 1998/99
Slaughtering 63.34 56.14 -11.37% 5.67
Dairy Products 19.19 22 14.64% 312
Canned Food 9.95 9.74 -2.11% -7.51
Frozen Food 47.67 42.14 -11.60% 7.99
Dehydrated Foods 217 181 -16.59% -18.64
Preserved Foods 2.23 275 23.32% -8.43
Sugar Confectionery 6.91 8.04 16.35% 5.02
Bakery Products 14.88 14.72 -1.08% 9.42
Edible Oils & Fats 18.23 22.13 21.39% -2.01
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Table: Output of Taiwan’sFood & AgricultureIndustry (NT$Billions)

Sector 1997 1998 Growth Rate Forecast Growth Rate
1997/98 1998/99
Grain Milling 29.15 27.23 -6.59% 2.94
Rice Husking 41.03 39.59 -3.51% -0.12
Sugar production 8.39 797 -5.01% -0.93
MSG Production 5.36 49 -8.58% 4.50
Other Flavoring Extracts 6.78 7.1 4.72% 341
Wine & Liquor 24.96 24.74 -0.88% 7.14
Malt Liquor and Malt 20.49 224 9.32% 341
Soft Drinks & Carbonated Waters 39.57 42.59 7.63% 7.73
Noodle Production 12.66 12.37 -2.29% 435
Animal Feed 53.77 48.12 -10.51% 4.75
Tea Production 253 244 -3.56% 12.39
Miscellaneous Food 37.69 36.34 -3.58% 14.30
Tobacco 31.36 30.59 -2.46% 1.01
TOTAL 498.31 485.85 -2.50% 471

Source: Chunghwa I nstitute of Economic Research

Tawan's consumers are becoming more sophigticated. Two income families aswdl as single unit households are
replacing the traditiona extended family. For the food industry this is cregting a demand for more "western” style food
items, aswell as an emphasis on pre-cooked and convenience foods and snacks. With a greater awareness of the value
of hedth and nutrition, thereis a growing demand for low sat and low sugar products as well as pre-packaged

convenience foods to auit the demands of more westernized lifestyles of the younger generation.

Tawan's standard of living has increased over the past few years. Consequently people are more affluent and more
demanding in terms of seeking convenience. Home appliances are commonplace and with the growing number of
women pursuing careers in the workforce, demand for frozen and microwavesable foods has risen. Local consumers are
traveling overseas with grester frequency and, among the younger generation especialy, are adopting lifestylesthat are
more western oriented. Thisincludes demanding higher quaity and more nutritious food items and a diet that
increasingly mixes western food with more traditiona Chinese medls.

Tawanese eat outsde the home with much greater frequency than most westerners. It has been estimated that up to 25
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per cent of all meals are taken outside of the home. In 1998, total sales turnover of the food service industry amounted
to more than NTD180 billion (US$5.7 billion). Annua growth rates in recent years have surpassed 10 per cent.

Tawan's population is aging. Taiwan has a population growth rate of lessthan 1 per cent annually and life expectancies
are now 72 years for males and 78 years for females. At the same time, the extended family is becoming less common
and thereis a growing demand for prepared foods suitable for the elderly.

The western corridor of the idand isthe most heavily populated with the three mgor population centers being: Taipel
(north), Taichung (center) and Kaohsiung (south). People living within the western idand corridor of Tawan spend
more on food than people living on the east coast. Taipei and Kaohsiung are the two cities showing the highest
expenditure on food.

Generdly fashion trends and new products are launched in Taipe (Northern Taiwan), are then picked up in Kaohsiung
(Southern Taiwan), and then move to Taichung (Central Tawan). The didtribution of food outlets nationwideis
presented in the table below.

Outlets North Central South East Total

Department Stores 67 32 33 4 136
Supermarkets 252 144 93 25 514
Convenience Stores 2,214 1,041 1,486 3 4,744
Hypermarkets 35 12 23 0 70

Advantages and Challenges Faced by US Exporters

Advantages Challenges

U.S. food products enjoy a good reputation. Competition from Audtrdia, New Zealand, Japan,
China, Korea, and the European Union.

Tawanese consumers are increasingly affluent and open | Tariffs ill high on certain meat products, grapes, apples,

to Western food products. and pears.

Tawanese frequently travel to the United Statesand are | In July 2000, Taiwan will implement new pedticide

influenced by American tastes. residue regulations which may increase the costs and
risks of importing fresh U.S. fruit and vegetables into
Tawan.

Proliferation of U.S. restaurant chainsin Taiwan Upon accession to the World Trade Organization, the

encourages U.S. imports. U.S. down payment meet quotas will become tariff rate

quotas open to dl foreign suppliers.
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Recent "down payment quotas’ granted by Taiwan
exclusvely to the United States for imports of broilers,
pork/beef variety meets, and pork bellies.
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Section |1: Exporter Business Tips

L ocal Business Customs

Didribution and retailing costs in Tawan are relaively high. Often, more than 40 per cent of a product's retail price
goes towards a "shelf fe" imposed by the supermarket or hypermarket. In the case of convenience stores, the shelf fee
can be as high as NT$30,000 (US$900) per product. There are also additiona charges associated with in-store
promotiona activities aswell as new store openings, anniversaries etc.

For this reason, many local food-processing companies have set up their own retail chains and distribution systems.
They not only import food ingredients for local processing, but aso import finished productsto sl in their retail chains.

Payment to the wholesder is often by 120 day post-dated check. Selling on consignment is another means by which
importers and their distributors can expand the number of retail outlets featuring their product, particularly for new or
less well-known products.

Marketing Techniques

For food items the most common form of marketing is through in-store promotion with samples for tagting being
provided at the point of sale. Associated packaging is aso common in Taiwan whereby a product is sold in association
with a second product as a variation of the "two for the price of one" strategy. Fresh mest is often sold with an
accompanying sauce (usualy a pepper sauce) and sometimes with a recipe card attached.

In Taiwan as in any foreign market, certain ground rules apply of which the most basic is the need to do the necessary
"homework™ before entering the market.

Some Basic Rulesfor Sdlling to Taiwan:

1. Research the market; know the potentia of the market for your product.

2. Understand how current market needs are being met. Is the item in question produced localy? If so, what are the
local "preferences’ with regard to taste, packaging and presentation?

3.  Towha extent isthe market reliant on imported product. What advantages can your product clam?

4. Whoisthe ultimate purchaser of the product? What are the factors influencing purchasing decisons? To what
extent is price and seasondity determining factors for your product?

5. Areyou sHling direct to distributors or through an exclusive loca agent? If the end-user is not an established
importer then most probably you will need to appoint an importer to handle customs clearance and other
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formdities.

6. Obtaininformed views of your own product. Be ready to "sdl" its advantages with pecification sheets and other
relevant data presented in Chinese.

7.  Useexiging networks to build your contects. ThereisaU.S. Agriculturd Trade Officein Taipel that assstsU.S.
companies to identify suitable companies in Taiwan who can assst your market entry. Foreign banks aswell as
chambers of commerce are another valuable source of local knowledge.

8. Do not expect one vist to change established buying patterns. Most probably it will take severd vists and timeto
establish persona relationships of trust worthy of substantial and repeet orders.

9. Abovedl dsg givethe market the attention it deserves and ensure that your own management isworking a
optimum efficiency. Commit the necessary resources (time, people, money) to ensure success.

Whether buying or sdlling, keep aflexible atitude towards achieving your objective but always be ready to wak away
from abad dedl. The Taiwanese are not as impatient as many foreign business people to close aded and will take the
time to probe the other's position. Do not fal into the trap of being pressured by time.

General Import & Inspection Procedures

Once the cargo has been released from the ship, the customs broker submits the proper documents and duties due for
clearance to the customs office. It takes three to four days for inspectors to review the documentation and inspect the
initia shipment. A visud ingpection will be done on subsequent shipmentsiif the product isidentica in labdl, product
name, alcohol degree (if applicable) to that of the first shipment. For subsequent shipments, the processing timeis
usualy 1-3 days. If subsequent shipments are the same, it isimportant to organize with the loca importer to prepare a
letter Sating that the shipment is the same as previous shipments.

A detailed ingpection congsts of a sampling of the product for achemical andysstest. Products receive a detailed
ingoection on the first shipment and should not be subject to a detailed ingpection on following shipments unless the
product labeling changes. 1t may take 21 to 39 days to complete the detailed inspection, which includes the visud, and
document inspection of the product, as well.

Because it typicdly takes 3 to 4 weeks for produce to arrive from the US by seg, the shelf life for fresh and chilled
imported produce is limited. Relatively dow ingpections (5 days) and fumigation for some produce exacerbate this
problem. Highly perishable fruits and vegetables are usudly sent by air which reduces the trangport and clearance time
to approx. 5 to 7 days. However this option is more expensive.

Chinese Labdling

Mot importers are hesitant (because of the high risk factor) to import large quantities in any one shipment. Assuch, in
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order to keep costs down they prefer to attach Chinese |abels to the product rather than completely re-package in the
Chinese language. Once the product has been tried and proven in the market, then discussions regarding complete
Chinese packaging should be discussed.

Food & Agricultural Imports Regulations and Standards

For further information please refer to the FAIRS Report (TW8043) at the Foreign Agriculturd service homepage at
http://www .fas.usda.gov.

Section |11: Market Sector Structure and Trends

Food Processing

In 1998, the value of Taiwan's food and beverage production was US$14.6 billion. Production has declined over the
last two years due to the outbreak of foot and mouth disease in March 1997 which decimated the local hog population
and had aripple effect throughout the food and agricultura sector. The second factor was the impact of the Asian
financid crigswhich hit Tawan in late 1997.

Taiwan'sfood processing sector is estimated to use annudly about US$1.2 billion in food ingredients. Imports
estimated at US$920 million account for the mgority of the market. Mgor ingredient categories that offer
opportunities for U.S. exportersinclude: snack food and bakery ingredients; gluten, starch, and dextrins; ingredients for
high fiber food and low calorie food; soy products; and flavorings.

Food Retailing Sector

In 1998, the totad market value of Taiwan's food retail sector was gpproximately US27 billion, a dight decline on 1997
levels brought about by the impact of the Asian financid crisis on consumer spending. Hypermarkets (one-stop
shopping) and convenience stores (immediate and impulse purchasing) are increasing their market share of total sdes at
the expense of the supermarkets. It is expected that in coming years the trend towards integrated shopping complexes
and hypermarkets will accelerate.

There are currently gpproximately 500 supermarketsin Taiwan. "Wellcome' isthe largest retail supermarket chain and
clamsaround 3 per cent of tota food salesidand-wide. Store expansion has been dow in recent years relative to other
retall formats. Thisis primarily due to the difficulty of the chainsin finding suitable locations and the stringent competition
on either sde from the hypermarkets and convenience stores.
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Thetraditiona "mom & pop" stores that long dominated Tawan's retail industry (the equivaent of the local "grocery” in
the U.S)) are fast losing their market share to the large retail chains such as™"7-Eleven and "Family Mart”. Anincrease
in the number of outlets has led to growth in total annual sales of this sector, but the performance of individua stores has
declined due to the fierce competition. Nevertheless some 500 new stores are being opened each year. " 7-Eleven”
recently announced the opening of its 2000th store.

UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report # TW9061 Page 9 of 16

Food Service Sector

Totd sdesfor the food service sector is estimated at US 5.7 billion. Annua growth over the last ten years has been a
stunning 10 percent. Taiwan has awedll-established entertainment culture that includes restaurants, Japanese-style
clubs, pubs and discotheques. Entertaining in the up-market clubs and restaurants can be lavish and are important end-
users of high grade imported food items, such as seafood, wine, and beef. The pub and disco scene is favored by
Tawan's affluent young consumers who have a high propensity to spend. In this segment of the market, fashion is
extremely important and considerable effort is directed at brand promotion and recognition. Mg or export opportunities
include meat products, seafood and wine for upscale dining venues.

Thetotal number of Chinese restaurants at the end of 1997 totaled 2,079 outlets, or dightly more than half the number
of totaled registered restaurants in Taiwan. Western style restaurants were second in terms of popularity, accounting for
15 percent of the market. Mgor chainsinclude McDondds, Pizza Hut, Domino’s and KFC. These chains have
contributed to demand for western style foods, in particular for U.S. frozen potatoes for fries.

For theinternationd tourist hotel's, income from food and beverage sales accounts for amost 50 per cent of total
operating income. In terms of income generated by hotel restaurants, the " Grand Formosa Regent” in Taipd, topsthe
list with US$12 million in sales followed by the "Howard Plazd' Hotd (US$11.6 million) and the"La La Sheraton”
Hotd (US$11.2 million). Internationd tourist hotels only consist of four and five star establishments.

Trends Toward Industry Concentration

Asretailing becomesincreasingly competitive, local manufacturers are increasaingly establishing verticdly integrated
supply and digtribution operations. This is most noticegble in the convenience store segment of the retail market.

Although the mgjor supermarket and hypermarket chains have al established centrdized warehousing operations, this
does not apply to fresh produce. Suppliers are required to make ddiveriesto each individua store. Many importers
have no choice in such circumstances but to play the role of importer, distributor, and wholesder.

In May 1999, thefirdt large integrated shopping mal opened in Taoyuan County south of Taipei. Thiswasthefirg of a
number of such integrated shopping complexes currently under development and which are set to introduce a further
shift in retalling patterns. Tailwan Sugar Corporation, which owns large tracts of land in southern Tawan is aso entering
the retall mall industry as away of ensuring profitability prior to its scheduled privatization from a state owned
corporation.

It remains to be seen whether consumers readily adapt to the larger complexes in the numbers expected. While the
malls themselves are air-conditioned and have vast under-cover parking available for mall patrons, Taiwan's road
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system remains overcrowded. Much of the convenience of mall shopping may well be lost in the traffic delays of getting
to and from the complex. The only certainty is that because retail space in the mgor urban centersis extremely
expendgve, increasingly shopping complexes will continue to move to less costly suburban aress.

Trendsin Consumption and Promotion/M arketing Strategies

In Taiwan's fiercely competitive retail sector, brand promotion is often "point of sale" oriented. Products branded as
"U.S. Origin" are well regarded and the quality of these products is generaly well received by consumers. However
constant promotional efforts are needed in order to maintain market share.

Consumersin Taiwan are becoming increasingly health and diet conscious. Low-fat and hedth foods are surging in
popularity. Functiona and organic foods are dso becoming popular. Loca food processors are increasingly looking to
promote the nutritional and hedthy nature of their products and are seeking out natura food additives and food
ingredients with scientifically proven hedlth benefits for loca processing.

Tawan has astrong tradition of gift-giving and food and beverage items are often the gift of choice. The three mgjor

Chinese festivas: Lunar New Year (usualy in February), Dragon Boat Festival (mid-June) and Mid Autumn Festival
(September) are the mgjor gift giving seasons. However, gift packs are aso routingly given for birthdays and specid

occasions, when vigting friends or relatives or invaids.

At the mgor fedivals, more expensive items are usudly provided as gifts. This often includes wines or spirits or
expendve food items such as abaone. At other times of the year, fresh fruit or biscuits and cakes are often used as gift
items. Properly promoted and packaged, the gift market can commonly represent 10 per cent of &l sdes of aparticular
item.

Internet shopping has not yet taken off in Taiwan, adthough a number of companies are seeking to promote the sale of
goods over the Internet. In this area Taiwan is expected to follow trends set esewhere in the world, particularly in the
United States and Japan. However, there is not expected to be any strong demand for the sae of food or beverage
items over the Internet, Snce so far not even catalog shopping for food has developed here yet.

Section 1V: Best High Value Product Prospects

Fresh Fruit

Fresh Vegetables

Processed Fruit and VVegetables
Snacks
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Beef

Poultry

Pork Variety Medats
Fish and Seafood
Frozen Products
Wine

Fruit Juices

Dairy Products
Organic products
Food ingredients

Section V. Key Contacts & Further Information
American Ingtitutein Taiwan

Organization Name Agriculturd Trade Office

Address 2F, 54 Nan Ha Rd., Taipel, Tawan
Telephone 02-2337-6525, Fax 02-2305-7073
Emal alo@malil.at.org.tw

Taiwan Central Authority Agencies

Organization Name BSMI (Bureau of Standards Metrology & Inspection)
Section/Department 2nd Department

Address No. 4, Chinan Rd., Section 1, Taipei
Telephone 02-23431763, Fax 02-23932324
Contact Person Mr. Chaur-An Lin, Director

Organization Name BAPHIQ (Bureau of Animal & Plant Hedlth)
Section/Department Pant Quarantine Department

Address 9Fl., 51, Chungking South Rd., Sec. 1, Taipe

Telephone 02-23431441,Fax 02-23431410

Contact Person Tyng-Guang Chou, Director
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Organization Name BAPHIQ (Bureau of Animal & Plant Hedlth)
Section/Depatment  Anima Quarantine Department

Address 9H., No. 51, Chinan Rd., Section 2, Taipei
Telephone 02-23431435, Fax 02-23431410
Contact Person Bin-Jen Liu, Deputy Director

Organization Name Board of Foreign Trade (BOFT)
Section/Department 1st Department

Address No. 1, Huko &., Taipe
Telephone 02-23212655, Fax 02-23970522
Contact Person Shing-Huey Fan, Director

Organization Name Department of Health (DOH)
Section/Department Bureau of Food Sanitation

Address 12F., No. 102, Ai Kuo East Rd., Taipel
Telephone 02-23962668, Fax 02-23929723
Contact Person Shu-Kong Chen, Director Generd

Major Taiwan Trade Associations

Organization Name Taiwan Importers & Exporters Chamber of

Address 14F., No. 2, Fuhsing North Rd., Taipel
Telephone 02-27731155, Fax 02-27731159
Contact Person Ching-Fong Chang, Chairman

Organization Name Taiwan Mest Development Association

Address 4Fl., No. 14, Wen Chuo &, Taipel
Telephone 02-23638724, Fax 02-23620577
Contact Person Ming-Cheng Chuang

Organization Name Tawan Poultry Processing Association

Address 9F-A, No. 177, Ho Ping East Rd., Section 1, Taipei
Telephone 02-23915790, Fax 02-23214781
Contact Person James Chuo, Secretary Generd
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Organization Name Taiwan Chain Store Association

Address 18Fl., No. 145, Chien Kuo North Rd., Section 2, Taipel
Telephone 02-27121250, Fax 02-27177997
Contact Person A-Min Y uan, Director

Organization Name Taiwan Frozen Sesfood Association

Address 11H-6, No. 103, Chung Cheng 4th Rd., Kaohsiung
Telephone 07-2411894, Fax 07-2519603
Contact Person Juh-Ing Hsu, Secretary Generd

Organization Name Taiwan Import Food Association

Address No. 46, Wucuan Rd., Wuku, Taipei Hsen, Taiwan
Telephone 02-22993850, Fax 02-22993873
Contact Person Mitchdl Huang, Chairman

Organization Name Import Export Association (1EA) - Kaohsiung

Address 4H., No. 472, Chungshan 2 Rd., Kaohsiung
Telephone 07-2411191, Fax 07-2016193
Contact Person Rong-Song Lin, Secretary Genera

Organization Name Import Export Association (IEA) - Taichung

Address 7H., No.2-3, Wu Chuan Rd., Taichung
Telephone 04-2232327, Fax 04-2232360
Contact Person Sheng-Chang Chi, Secretary General

Organization Name Import Export Association (IEAT) - Taipel

Address No. 350, Sungchiang Rd., Taipel
Telephone 02-25813521, Fax 02-25423704
Contact Person Jack Huang, Deputy Secretary General

Organization Name Supermarket Association of Taiwan

Address 2F., No. 233, Hsinhai Rd., Section 3, Taipel
Telephone 02-27393339, Fax 02-23778760
Contact Person Wen-Bin Yang, Chairman
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Organization Name Taiwan Vegetable Oil Manufacturers Association

Address
Telephone
Contact Person

6Fl., No. 27, Changan East Rd., Section 1, Taipel
02-25616351, Fax 02-25612745
Daniel Yang, Secretary Generd

Organization Name The Frozen Food Processors Association of Taiwan

Address
Telephone
Contact Person

Organization Name:
Street Address:
Telephone:

Contact Person:

Organization Name:
Street Address:
Telephone:

Contact Person:

Organization Name:
Address

Rm. 2, 11H., No. 103, Chung Cheng 4th Rd., Kaohsiung
07-2412053 Fax 07-2412055
Dallas D. Shen, Coordinator

Tawan Confectionery, Biscuit & Foury Food Association
9F-1, 390 Fu Hsing South Road, Section 1, Taipel

(02) 2704 1662, Fax (02) 2708 4429

Chang Tien, Chairman

Tawan Importers & Exporters Association
14F, 2 Fu Hang North Road, Taipei

(02) 2773 1155, Fax (02) 2773 1159
CHANG Ching-feng, Chairman

China Externd Trade Association (CETRA) - Tapel
4-7Fl., No. 333, Kedlung Rd., Section 1, Taipel

Telephone 02-27255200, Fax 02-27576653
Contact Person Ricky Y.S Kao, Secretary Genera
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